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No. 1700. CONVENTION~BETWEENTHE UNITED STATES
OFAMERICA AND CANADA MODIFYING AND SUPPLE-
MENTING THE CONVENTION AND ACCOMPANYING
PROTOCOLOF 4 MARCH 19422 FOR THE AVOIDANCE
OF DOUBLE TAXATION AND THE PREVENTION OF
FISCAL EVASION IN THE CASE OF INCOME TAXES.
SIGNED AT OTTAWA, ON 12 JUNE 1950

The Governmentof the United Statesof America and the Government
of Canada,being desirousof modifying and supplementingin certain respects
the ConventionandaccompanyingProtocol for the avoidanceof doubletaxation
and the prevention of fiscal evasion in the case of income taxes, signed at
Washingtonon March 4, 1942,2 have decided to conclude a supplementary
Convention for that purpose and have appointedas their respectivePleni-
potentiaries:

The Governmentof the United Statesof America:

Julian F. Harrington, Chargé d’Affaires, ad interim of the United

Statesof America at Ottawa, and
The Governmentof Canada:

DouglasCharlesAbbott, Minister of Financein the Governmentof
Canada.

who, having communicatedto one anothertheir respectivefull powers,found

in good anddue form, haveagreedas follows:

Article I

The provisionsof the ConventionandProtocolbetweenthe United States
of America and Canada,signed at Washingtonon March 4, 1942, are hereby
modified and supplementedas follows:

(a) By adding at the endof paragraph1 of Article UI the following new
sentence:

“In the determinationof the net industrial and Commercialprofits
of the permanentestablishmentthere shall be allowed as deductionsall
expenses,wherever incurred, reasonably allocable to the permanent
establishment,including executiveand general administrativeexpensesso
allocable.”

1 The Conventioncameinto force on 21 November1951 by the exchangeof the instruments
of ratification atWashington,in accordancewith article II.

2 United Nations, TreatySeries,Vol. 124, p. 271.
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(b) By amendingArticle VI to read as follows:

1. (a) Remuneration,wagesor salary(otherthan pensions)paid to
an individual by the United Statesof America, or by any agency,instru-
mentality or political subdivision thereof, in respectof servicesrendered
in the dischargeof governmentalfunctions,shallbe exemptfrom Canadian
tax if the individual is either a citizen of the United Statesof America,
or is not ordinarily residentin Canadaor is ordinarily residentin Canada
solely for the purposeof renderingthoseservices.

“(b) Remuneration,wagesor salary(otherthan pensions)paid to an
individual, other thana citizen of theUnited Statesof America,by Canada,
or by any agency,instrumentalityor political subdivisionthereof, in respect
of servicesrenderedin the dischargeof governmentalfunctions, shall be
exempt from United Statestax.

“2. The provisions of paragraph1 of this Article shall not apply to
paymentsin respectof servicesrenderedin connectionwith any tradeor
businesscarried on for purposesof profit by either of the contracting
Statesor by any agency,instrumentalityor political subdivision thereof.

3. (a) The United Statesof America agreesto exempt from its
income tax income derived from sourcesoutside the United Statesof
America by a memberof the Canadianforces or by a citizen of Canada
serving or employedby the Governmentof Canadaat defenseestablish-
mentsin the United Statesof America,or by the wife or minor children
of suchmemberor citizen.

“(b) The same principle shall apply, mutatis mutandis, to income
derivedfrom sourcesoutsideCanadaby a memberof the United States
forcesor by a citizen of the United Statesof Americaservingor employed
by the Governmentof the United Statesof Americaat defenseestablish-
ments in Canada,or by the wife or minor children of such memberor
citizen.”
(c) Thereis insertedimmediatelyafterArticle VI thefollowing newArticle:

“ Article VI A

“Pensions(including Governmentpensions)andlife annuitiesderived
from within one of the contractingStatesby a residentof the other con-
tracting Stateshall be exempt from taxation in the former State.”

(d) By amendingArticle VII to read as follows:

1. A residentof Canadashall be exempt from United Statestax
upon compensationfor personal (including professional) services per-
formed during the taxableyearwithin the United Statesof America if he

No. 1700
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is presentthereinfor aperiod or periodsnot exceedinga total of 183 days
during the taxableyear and either of the following conditionsis met—

(a) his compensationis receivedfor suchpersonalservicesperformed
as an officer or employeeof a residentor corporationor other entity of
Canada,or

(b) his compensationreceivedfor such personalservices does not
exceed$5,000.

“2. The provisions of paragraphI (a) of this Article shall have no
applicationto the professionalearningsof suchindividuals as actors,artists,
musiciansand professionalathletes.

“3. The provisionsof paragraphs1 and2 of this Article shall apply,
mutatismutandis,to a residentof the United Statesof Americawith respect
to compensationfor suchpersonalservicesperformedin Canada.”

(e) There is inserted immediately after Article VIII the following new
Article

“Article VIII A

“A professoror teacherwho is a residentof one of the contracting
Statesandwho temporarilyvisits the othercontractingStatefor the purpose
of teaching,for a period not exceedingtwo years,at auniversity, college,
schoolor othereducationalinstitution in suchotherState,shallbeexempted
by such other State from tax on his remunerationfor such teachingfor
such period.”

(f) Paragraph1 of Article XI is amendedby striking out “engagedin
tradeor businessin the former Stateandhaving no office or place of business
therein” and inserting in lieu thereof “having a permanentestablishmentin
the former State.”

(g) Article XII is amendedto read as follows:

1. Dividends and interest paid by a corporation organizedunder
the laws of Canadato a recipient, other than a citizen or residentof the
United Statesof America or a corporation organizedunder the laws of
theUnitedStatesof America,shallbeexemptfrom all incometaxesimposed
by the United Statesof America.

“2. Dividends and interestpaid by a corporation organizedunder
the laws of the United Statesof America whosebusinessis not managed
and controlled in Canadato a recipient,other than a residentof Canada
or a corporation whose businessis managedand controlled in Canada,
shallbe exemptfrom all taxesimposedby Canada.”
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(h) Article XIII is amendedto read as follows:

1. Corporations organized under the laws of Canada,more than
50 percentof the outstandingvoting stock of which is owned, directly or
indirectly, throughoutthelasthalfof the taxableyearby individual residents
of Canada,other than citizens of the United Statesof America, shall be
exempt from any taxes imposedby the United Statesof America with
respect to accumulatedor undistributed earnings, profits, income, or
surplusof such corporations.”

“2. Corporationsorganizedunder the laws of the United Statesof
America, more than 50 percentof the outstandingvoting stocks of which
is owned, directly or indirectly, throughout the last half of the taxable
year by individual residentsof the United Statesof America shall be
exempt from any taxesimposedby Canadain the natureof undistributed
profits tax on undistributed profits of the corporation with respectto
accumulatedor undistributedearnings,profits, income,or surplusof such
corporations.”

~i) There is inserted immediately after Article XIII the following new
Article

“Article XIII A

“ 1. A residentor corporation organizedunder the laws of Canada
deriving from sourceswithin the United Statesof America rentals from
realpropertymay electfor anytaxableyearto besubjectto the tax imposed
by the United Statesof America on a net basis as if such residentor cor-
poration were engagedin trade or businesswithin the United Statesof
America through a permanentestablishmentthereinduring such taxable
year.

“2. Rentalsfrom real property derived from sourceswithin Canada
by an individual or corporation residentin the United Statesof America
shall receivetax treatmentby Canadanot less favorablethanthat accorded
underSection99, The IncomeTax Act, as in effect on the dateon which
this Article goes into effect.”

(j) There is inserted immediately after Article XIII A, as inserted by
subparagraph(i) of this Article, the following new Article:

“Article XIII B

“ Directors’ fees paid by a corporation to an individual residing in
one of the contractingStatesfor servicesat Directors’ meetingsheld in
that State shall be exempt from tax by the other State.”
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(k) There is inserted immediately after Article XIII B, as inserted by
subparagraph(j) of this Article, the following new Article:

“Article XIII C

“ Royalties for the right to use copyrightsor in respectof the right
to produce or reproduceany literary, dramatic, musical, or artistic work
(but not inclusive of rents or royalties in respectof motion picturefilms)
derivedfrom sourceswithin oneof the contractingStatesby a residentor
corporationor other entity of the other contractingStatenot engagedin
tradeor businessin the former State througha permanentestablishment
shallbe exemptfrom tax imposedby suchformer State.”

(1) Article XV is amendedas follows:

(A) By striking out of the first paragraphthereof,effectiveJanuary1, 1949,
the following:

“In accordancewith the provisionsof Section8 of the IncomeWar
TaxAct as in effect on the day of the entryinto force of this Convention,”

and inserting in lieu thereofthe following:

“ 1. As far as maybe in accordancewith the provisionsof TheIncome
Tax Act,”.

(B) By striking out of the secondparagraphthereof the following:

“In accordancewith the provisions of Section 131 of the United
StatesInternal RevenueCode’ as in effect on the day of the entry into
force of this Convention,”

and inserting in lieu thereof the following:

“2. As far as may be in accordancewith the provisionsof the United
StatesInternal RevenueCode,”.

(m) Article XVII is amendedby inserting immediately after the words
“items of income” the following: “(other than income within the scopeof
paragraph1 (b) of Article VI) “.

(n) There is insertedimmediately after Article XVIII the following new
Article:

~UnitedStatesof America: 26 U.S.C. § 131.
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Article XVIII A

“To avoid withholding of both United Statestax and Canadiantax
with respectto compensationfor personalservicesperformedby a resident
of one of the contractingStateswhile temporarily presentin the other
State—

“(a) The Commissionermay, with the approvalof the Secretaryof
the Treasury,by regulationsspecify the circumstancesunderwhich such
compensationof a residentof the United Statesof America temporarily
performingpersonalservicesin Canadamay be exemptedfrom deduction
andwithholding of United Statestax, and

“(b) The appropriateCanadianauthority may by regulationsspecify
the circumstancesunderwhich suchcompensationof a residentof Canada
temporarily performing personalservices in the United Statesmay be
exemptedfrom deduction and withholding of Canadiantax.”

(o) Paragraph3 (f) of theProtocol is amendedby inserting at the end of
the first sentencethereofthe following sentence:

“The use of substantialequipmentor machinerywithin one of the
contractingStatesat any time in any taxableyear by an enterpriseof the
othercontractingStateshall constitutea permanentestablishmentof such
enterprisein the former Statefor suchtaxableyear.”

(p) By striking out paragraph6 of the Protocoland inserting in lieu thereof
the following:

“6. The term ‘subsidiary corporation’ as usedin Article XI of this
Conventionmeansa corporation 95 percentof whoseshares(other than
Directors’ qualifying shares)having full voting rights are beneficially
owned by anothercorporation, provided that (except in the case of a
corporationthe chief businessof which is the making of loans) ordinarily
not more than one-quarterof the gross income of such subsidiary cor-
poration is derived from interest and dividends other than interest and
dividendsreceivedfrom its subsidiary corporations.”

(q) By changing“Article VI” in paragraphs8 and 9 of the Protocolto
read “Article VI A “.

(r) Paragraph10 of theProtocolis amendedto read as follows:

“ 10. The term ‘permanent establishment’as used in Article XI
of this Convention,shall not be deemedto include an office usedsolely
for the purchaseof merchandise.”
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Article II

1. The presentsupplementaryConventionshall be ratified andthe instru-
ments of ratification shall be exchangedat Washingtonas soonas possible.

2. The present supplementaryConventionshall, except as provided in
Article I (1) (A), becomeeffectivewith respectonly to taxableyearsbeginning
on or after the first day of Januaryof the calendaryear in which occurs the
exchangeof the instrumentsof ratification. It shall continue effective inde-
finitely as thoughit werean integralpart of the Conventionof March 4, 1942,
subject to the provisionsof Article XXII of that Conventionwith respectto
termination.

IN WITNESS WHEREOF the above-namedPlenipotentiarieshavesigned the
presentConventionandhaveaffixed theretotheir respectiveseals.

DONE, in duplicate, at Ottawa this 12th day of June 1950.

Forthe Governmentof theUnited Statesof America:
Julian F. HARRINCTON

Forthe Governmentof Canada:
D. C. ABBOTT

No. 1700
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RELATED LETTER

The Canadian Under-Secretaryof Statefor ExternalAffairs to the American
Ambassador

OFFICE OF THE UNDER-SECRETARY OF STATE
FOR EXTERNAL AFFAIRS

CANADA

Ottawa,February20, 1951
DearMr. Ambassador:

The questionhas arisenas to the meaning of the words “managedand
controlled” asusedin Paragraph2 of Article XII of theConventionof March4,
1942,betweenCanadaandtheUnited Statesof America,asamendedby Article I
(g) of the SupplementaryConventionof June12, 1950.

I have consultedwith our taxation authorities. It is our view, having
regardto presentlyexistingjudicial decisions,that,solongasthestockcontrolof
thecorporationisnot in Canada,its directors’meetingsandshareholders’meetings
are not held in Canadaand its “management-control”is not in Canada,the
corporation is not managedand controlled in Canada. For this purposethe
“management-control” of the corporation is not in Canadaif the policies
governing the operationsand supervisionof the corporation are not settled in
Canadaeventhough its entire operationsare carriedon, and such supervision
is exercised,in Canada.

It is also our view that the term “ resident” as used in Article XII as
amendeddoesnot include a corporation.

Yours sincerely,

A. D. P. HEENEY
Under-Secretaryof Statefor ExternalAffairs

The HonourableStanleyWoodward
Ambassadorof the United Statesof America
I00 Wellington Street
Ottawa
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PROTOCOLOF EXCHANGE OF THE INSTRUMENTS OF RATIFICA-
TION OF THE CONVENTION BETWEEN THE UNITED STATES
OF AMERICA AND CANADA, SIGNED AT OTTAWA, ON 12 JUNE
1950,’ MODIFYING AND SUPPLEMENTING THE CONVENTION
AND ACCOMPANYING PROTOCOL OF 4 MARCH 19422 FOR
THE AVOIDANCE OF DOUBLE TAXATION AND THE PREVEN-
TION OF FISCAL EVASION IN THE CASE OF INCOME TAXES.
SIGNED AT WASHINGTON, ON 21 NOVEMBER 1951

The undersigned,JamesE. Webb,Acting Secretaryof Stateof the United
Statesof America, and W. D. Matthews, Minister of Canadato the United
Statesof America, being duly authorizedtheretoby their respectiveGovern-
ments,havemet for the purposeof exchangingthe instrumentsof ratification
by their respectiveGovernmentsof the conventionbetweenthe United States
of America and Canada,signed at Ottawa on June 12, 1950, modifying and
supplementingin certain respectsthe convention and accompanyingprotocol
for the avoidanceof double taxation and the preventionof fiscal evasion in
the caseof incometax signedat Washingtonon March 4, 1942,and,the respec-
tive instruments of ratification of the supplementaryconvention aforesaid
having been comparedandfound to be in due form, the exchangetook place
this day.

As recited in the ratification on the part of the United Statesof America,
the Senateof the United Statesof America, in its resolution of September17,
1951, advisingand consentingto the ratification of the supplementaryconven-
tion aforesaid,expresseda certain reservationwith respectthereto,as follows

The Governmentof the United Statesof America doesnot accept
paragraph2 of Article VII, asamendedby Article I (d) of the supplementing
convention,relatingto professionalearningsof individuals such as actors,
artists, musiciansand athletes.”

The text of the said reservationwas communicatedby the Governmentof
the United Statesof America to the Governmentof Canada. The Govern-
ment of Canadahasacceptedthe saidreservation. Accordingly, it is understood
by the two Governmentsthat the supplementaryconvention aforesaid, upon
entry into force in accordancewith its provisions, is modified in accordance
with the said reservation,so that, in effect, paragraph2 of Article VII of the

1 Seep. 68 of this volume.

United Nations, Treaty Series,Vol. 124, p. 271.
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conventionof March4, 1942,asamendedby Article 1(d)of the aforesaidsupple-
mentaryconvention of June12, 1950, is deemedto be deleted.

IN WITNESS WHEREOF, the respectivePlenipotentiarieshave signed the
presentProtocolof Exchange.

DONE in duplicateat Washingtonthis twenty-first day of November,1951.

Forthe Governmentof theUnited Statesof America:
JamesE. WEBB

Forthe Governmentof Canada:
W. D. MATTHEWS
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